IN THE SUPREME COURT OF THE STATE OF NEVADA

ROGER ANDERSON, No. 43776
Appellant,
vs.
PHIL FALAPPINO AND ROSE
FALAPPINO, HUSBAND AND WIFE,
Respondents.
PHIL FALAPPINO AND ROSE No. 43872 =8 5|
FALAPPINO, HUSBAND AND WIFE, E- E i E Q
Appellants,
vs. DEC 2
ROGER ANDERSON,
Respondent. cL

BEPUTY CLERK

ORDER AFFIRMING IN PART, REVERSING IN PART AND

REMANDING

These are consolidated appeals from a district court judgment
in a real property dispute and post-judgment orders denying motions for
attorney fees and a new trial. Eighth Judicial District Court, Clark
County; Mark R. Denton, Judge.

This case involves a dispute over leases between appellant
Roger Anderson and respondents Phil and Rose Falappino concerning a
piece of property located at 4525 North Rancho Drive, Las Vegas, Nevada
(the property). Before entering the leases, Anderson represented the
Falappinos as their real estate agent in the sale of a condominium.
Sometime thereafter, the Falappinos purchased the property for $400,000
and leased it to Anderson to operate a Blimpie’s sandwich shop on it. The
Falappinos wanted to earn a ten-percent annual return on their
investment.

Anderson and the Falappinos entered into a lease agreement

in 1996 for the property (Blimpie’s lease), whereby Anderson agreed to pay
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the Falappinos $40,000 per year for a term of five years. The Falappinos
agreed to pay the property taxes. The Blimpie’s lease also allowed
Anderson to sublease the property upon written consent of the Falappinos.

Anderson eventually sold the Blimpie’s business and obtained
from the Falappinos an addendum to the Blimpie’s lease allowing
Anderson to sublease the property to the new owner of the Blimpie’s
franchise. The Falappinos knew that Anderson would earn a profit from
the sublease, which they did not disagree with so long as they were paid
the agreed-upon rent.

For several months in 1998, the Blimpie’s subleasee failed to
pay rent to Anderson, and Anderson did not pay rent to the Falappinos.
The Falappinos did not take legal action against Anderson, but, according
to Mr. Falappino’s trial testimony, they relied on Anderson to find a new
subleasee. Anderson testified that he was acting on his own behalf and on
the Falappinos’ behalf in locating a new tenant and negotiating a new
sublease.

Anderson found a new subleasee: Fatburger. According to
Anderson, Fatburger required certain provisions in its sublease, which
necessitated a new lease between Anderson and the Falappinos. On May
12, 1998, the Falappinos signed a new lease with Anderson individually
(the ten-year lease). Under the ten-year lease, the amount of rent that
Anderson would pay to the Falappinos was the same, $40,000 per year,
but the lease term was for ten years, as opposed to five years under the
Blimpie’s lease. The ten-year lease also provided for assignment and
subleasing without prior approval from the Falappinos. It further
provided for a seven-percent rent increase upon renewal of the lease after

ten years, rather than after the five-year term of the Blimpie's lease.
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Similar to the Blimpie’s lease, the ten-year lease provided that the
Falappinos would pay the property taxes. But unlike the Blimpie’s lease,
the ten-year lease gave Anderson a ten-year option to purchase the
property for $450,000, less 25% of all rents paid, which would be applied
toward a down payment. Anderson gave the Falappinos no separate
consideration for the option.

Anderson orally informed the Falappinos that he would be
receiving a profit from his sublease with Fatburger, but he did not disclose
the details of the sublease. Anderson also did not alert the Falappinos to
any of the differences between the ten-year lease and the Blimpie’s lease
before the Falappinos signed the ten-year lease without reading it.

Upon returning home later that day, the Falappinos read the
ten-year lease and were unhappy with its terms. They telephoned
Anderson and requested that he change certain provisions. Specifically,
the Falappinos wanted a five-year term, and they did not want the option-
to-purchase clause in the lease. Anderson redrafted the lease with these
new terms (the five-year lease).!

On the same day that Anderson and the Falappinos signed the
ten-year lease, May 12, 1998, Anderson entered into a sublease with
Fatburger (the Fatburger sublease). The Fatburger sublease provided for
a term of ten years with a monthly rent of $4,800 (357,600 per year). It
also provided for annual increases in rent of three percent and that

Fatburger would pay the property taxes to Anderson, even though the

1Because the district court did not admit the five-year lease into
evidence as proof of its contents, we do not address whether the five-year
lease was properly executed.
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Falappinos were already paying the property taxes and would continue to
do so under the terms of their lease with Anderson.

After learning that Fatburger was paying Anderson
substantially more than Anderson was paying the Falappinos, and
because they were concerned that the ten-year lease was still in effect with
the option provision, the Falappinos filed suit against Anderson. The
Falappinos proceeded to trial against Anderson on claims of breach of
fiduciary duty, constructive fraud, and tortious interference with
prospective economic advantage.? They sought rescission of all of the
leases they had with Anderson, imposition of a constructive trust, quiet
title, and punitive damages.

Following trial, the district court found in favor of the
Falappinos. The district court found that Anderson, as a real estate
licensee and statutory agent of the Falappinos, had breached a fiduciary
duty owed to the Falappinos with regard to his leases with them. The
district court ordered rescission of the ten-yeaf and five-year leases, that
Anderson disgorge to the Falappinos all profits made on the Fatburger
sublease, and that Anderson pay to the Falappinos all property taxes
collected by Andersoﬁ from Fatburger, but not paid to the Falappinos.3

%It is unclear from the district court’s order whether the court ruled
on the tortious interference claim. Nevertheless, we conclude that there is
insufficient evidence to find that the Falappinos could prove the first
element of the claim: that they had a prospective contractual relationship
with Fatburger with which Anderson interfered.

3The district court also denied the Falappinos’ motion for attorney

fees. We affirm the district court’s decision on this point because, under
NRS 18.010(1) and the lease agreements, the Falappinos could only be
continued on next page . . .
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We conclude that substantial evidence? supports the district
court’s finding that Anderson owed the Falappinos a fiduciary duty as a
real estate licensee and agent when he undertook the job of finding a
replacement subtenant for Blimpie’s and that Anderson breached this
duty.? Although the Falappinos failed to read the ten-year lease before
signing it, Anderson, as the Falappinos’ agent, had a duty to disclose
material facts related to the ten-year lease and to disclose material facts
related to the new sublease with Fatburger.® Normally, those material
facts would include (1) the amount of profit Anderson was going to make
by subleasing to Fatburger, (2) the option to purchase, (3) the lease term
being ten years instead of five years, (4) that Fatburger was paying
Anderson for the property taxes even though Falappino agreed to pay the

property taxes for Anderson, and (5) the percentage increases in rent at

...continued

awarded attorney fees if the litigation ensued because of default by
Anderson, which did not occur here.

4“Substantial evidence is evidence that a reasonable mind might
accept as adequate to support a conclusion.” Bongiovi v. Sullivan, 122
Nev. ., 138 P.3d 433, 451 (2006) (quoting First Interstate Bank v.
Jafbros Auto Body, 106 Nev. 54, 56, 787 P.2d 765, 767 (1990)).

5See Holland Rlty. v. Nev. Real Est. Comm’n, 84 Nev. 91, 96-99, 436
P.2d 422, 425-27 (1968); see also NRS 645.030(1)(a); NRS 645.260.
Whether Anderson was an inactive licensee does not relieve him of his
duties as a licensee. The statutes do not distinguish between active and
inactive licensees.

6NRS 645.252(1).
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the end of the lease terms of the ten-year lease as opposed to the annual
increases in the Fatburger lease.

We conclude, however, that Anderson was relieved from his
disclosure duty with respect to the details of Fatburger as a subtenant
when the Falappinos repeatedly indicated to him that they did not care
about those details so long as they continued to receive their ten-percent
annual return on their initial investment.” Given the Falappinos’ lack of
Interest in the details of the Fatburger sublease, Anderson’s duty was
limited to disclosing the material changes in the ten-year lease, namely,
(1) the option to purchase, (2) the ten-year term, and (3) the property tax
issue. Because Anderson failed to disclose these material changes in the
ten-year lease, we conclude that the< district court correctly found that
Anderson breached his fiduciary duty to the Falappinos.8

We disagree, however, with the district court’s remedy of
rescission and disgorgement of Anderson’s profits. The record indicates

the Falappinos’ clear intention to enter into a new lease agreement with

7“A principal may manifest a lack of interest in receiving some or all
information from the agent. If so, and if the agent complies with the
principal’s manifested desire not to receive information, the principal
bears the risk that action taken by the agent will not represent the course
of conduct that the principal would have wished, had the principal
received the information from the agent.” Restatement (Third) of Agency
§ 8.11 cmt. b (2006).

8Because the district court found an agency relationship and breach
of fiduciary duty, it necessarily could not have found constructive fraud.
Further, the Falappinos did not argue constructive fraud in the context of
Perry v. Jordan, 111 Nev. 943, 947, 900 P.2d 335, 337 (1995). We
therefore do not address the constructive fraud issue.
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Anderson for a five-year term with no option for Anderson to purchase the
property. We therefore conclude that the district court abused its
discretion in rescinding the ten-year lease. Rather than rescinding the
lease, the district court should have reformed the lease to comport with
the Falappinos’ understanding of what they were signing on May 12, 1998,
Le., an instrument similar to the five-year lease.?

We also conclude that the district court erred in imposing a
constructive trust on the profits Anderson earned from his sublease with
Fatburger. The record is clear that the Falappinos were aware that
Anderson would profit from the sublease and that they intended those
profits to be Anderson’s compensation as the Falappinos’ agent in finding
Fatburger as a new subtenant. Because Anderson did not breach his
fiduciary duty to the Falappinos with respect to earning a profit on the
Fatburger sublease, the district court erred in requiring Anderson to
disgorge those profits.

The district court, however, did not err in requiring Anderson
to disgorge the amount of property taxes paid by Fatburger to Anderson,
which Anderson kept as a profit because the Falappinos paid the property
taxes. Anderson conceded this point during oral argument, and we
therefore affirm this portion of the district court’s remedy.

Based on the foregoing, we ORDER the judgment of the
district court AFFIRMED IN PART AND REVERSED IN PART AND

9See Graber v. Comstock Bank, 111 Nev. 1421, 1428, 905 P.2d 1112,
1116 (1995); Helms Constr. v. State ex rel. Dep’t Hwys., 97 Nev. 500, 503,
634 P.2d 1224, 1225 (1981).
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REMAND this matter to the district court for proceedings consistent with

this order.

Qe ]

Becker

AAM . J.

ﬁardesty \

Parraguirre

cc:  Hon. Mark R. Denton, District Judge
Lester H. Berkson, Settlement Judge
Beckley Singleton, Chtd./Las Vegas
Darrell Lincoln Clark
Kelly & Sullivan, Ltd.
Beckley Singleton, Chtd./Las Vegas
Darrell Lincoln Clark
Kelly & Sullivan, Ltd.
Clark County Clerk




